


BAKERS: OAK TREE: CHANDLERS: 5-7-9 SHOPS: BURTS 
THE WILD PAIR: FASHION CONSPIRACY : SACHA LONDON 
OAK TREE-LEEDS: SACHA LONDON: BAKERS JEANS WEST 
JEANS WEST: GUSSINI: THE WILD PAIR: BURTS: LEEDS 
LEEDS - BAKERS: BURTS: CHANDLERS: THE WILD PAIR 
FASHION CONSPIRACY: BAKERS: 5-7-9 SHOPS: OAK TREE 
GUSSINI- SACHA LONDON :BURTS: FASHION CONSPIRACY 
5-7-3 SHOPS: BAKERS: OAK TREE :GUSSINI:-JOAN BARI 
BURTS:JOAN BARI: LEEDS : JEANS WEST - CHANDLERS 
CHANDLERS: THE WILD PAIR: JOAN BARI: 5-7-9 SHOPS 
SACHA LONDON : BURTS: FASHION CONSPIRACY :-BAKERS 
JOAN BARI: JEANS WEST : LEEDS: OAK TREE: GUSSINI 
BAKERS: OAK TREE: CHANDLERS: 5-7-9 SHOPS: BURTS 
THE WILD PAIR: FASHION CONSPIRACY : SACHA LONDON 
OAK TREE:-LEEDS: SACHA LONDON: BAKERS: JEANS WEST 
JEANS WEST: GUSSINI: THE WILD PAIR- BURTS: LEEDS 


FASHION CONSPIRACY: BAKERS: 5-7-9 SHOPS: OAK TREE 
GUSSINI- SACHA LONDON :‘BURTS: FASHION CONSPIRACY 
5-7-3 SHOPS: BAKERS: OAK TREE -GUSSINI:-JOAN BARI 
BURTS:JOAN BARI: LEEDS :- JEANS WEST - CHANDLERS 
CHANDLERS: THE WILD PAIR: JOAN BARI: 5-7-S SHOPS 
SACHA LONDON: BURTS:FASHION CONSPIRACY :-BAKERS 
JOAN BARI: JEANS WEST : LEEDS: OAK TREE: GUSSINI 
BAKERS: OAK TREE: CHANDLERS: 5-7-9 SHOPS: BURTS 
THE WILD PAIR: FASHION CONSPIRACY : SACHA LONDON 
OAK TREE-LEEDS: SACHA LONDON: BAKERS - JEANS WEST 
JEANS WEST: GUSSINI: THE WILD PAIR: BURTS: LEEDS 
LEEDS - BAKERS: BURTS: CHANDLERS: THE WILD PAIR 
FASHION CONSPIRACY: BAKERS: 5-7-9 SHOPS: OAK TREE 
GUSSINI- SACHA LONDON :BURTS: FASHION CONSPIRACY 
5-7-9 SHOPS: BAKERS: OAK TREE -GUSSINI:-JOAN BARI 
BURTS:JOAN BARI: LEEDS - JEANS WEST : CHANDLERS 
CHANDLERS: THE WILD PAIR: JOAN BARI - 5-7-9 SHOPS 
SACHA LONDON :BURTS:FASHION CONSPIRACY -BAKERS 
JOAN BARI: JEANS WEST : LEEDS: OAK TREE: GUSSINI 
BAKERS: OAK TREE: CHANDLERS: 5-7-9 SHOPS: BURTS 
THE WILD PAIR: FASHION CONSPIRACY: SACHA LONDON 
OAK TREE:-LEEDS: SACHA LONDON: BAKERS JEANS WEST 
JEANS WEST: GUSSINI: THE WILD PAIR: BURTS: LEEDS 
LEEDS -: BAKERS : BURTS: CHANDLERS: THE WILD PAIR 
FASHION CONSPIRACY: BAKERS: 5-7-9 SHOPS: OAK TREE 
GUSSINI- SACHA LONDON :BURTS: FASHION CONSPIRACY 
5-7-3 SHOPS: BAKERS: OAK TREE - GUSSINI:-JOAN BARI 
BURTS:JOAN BARI: LEEDS : JEANS WEST : CHANDLERS 
CHANDLERS: THE WILD PAIR: JOAN BARI: 5-7-9 SHOPS 
SACHA LONDON: BURTS: FASHION CONSPIRACY :-BAKERS 
























The Five Company Divisions 


EDISON BROTHERS SHOE STORES 
1,164 stores and departments 
Shoe stores: Chandlers, Bakers, Leeds, Burts, 
The Wild Pair, Sacha London; 
Leased shoe departments. 


GUSSINI 


239 stores. Self-service fashion shoes. 


JEANS WEST/OAK TREE 
519 stores. Jeans West: young people's casual clothing 
Oak Tree: contemporary men’s clothing 


5-7-9 SHOPS 
271 stores. Small-size junior clothing 


FASHION CONSPIRACY 
282 stores. Young women's and juniors’ 
clothing and accessories. 
Joan Bari: fashion accessories 
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Edison Brothers Stores Inc. 
Founded in [922 by Samuel B. Edison 0 Harry Edison 0 Mark A. Edison © Irving Edison 0 Simon Edison f 
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THE YEAR IN BRIEF 


Net sales 

Income from continuing operations 
Net income 

Total cash dividends 

Total taxes 


Working capital 
Long-term debt 

Common stockholders’ equity 
in continuing operations 


Weighted average common shares outstanding 
Stores at year-end 


Income from continuing operations 
Net income 
Common stock dividends 
Total taxes 
Common stockholders’ equity 
in continuing operations 


1986 
(53 weeks) 


$904,200,000 
33,900,000 
33,900,000 
16,200,000 
46,500,000 


111,100,000 
66,100,000 


224,900,000 


10,095,000 
2,475 


Per Share 
$ 3.36 
3.36 

1.60 

4.61 


22.61 
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1985 
(52 weeks) 


$808,300,000 
21,700,000 
27,000,000 
16,300,000 
32,900,000 


101,700,000 
66,700,000 


215,900,000 


10,145,000 
2,435 


Per Share 
$ 2.14 
2.66 

1.60 

3.24 


el.27 


% Change 
+12% 
+56% 
+26% 

=1% 
+41% 


+9% 
=1% 


+4% 


+2% 


+57% 
+26% 
+42% 


+6% 
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Martin K.Sneider Bernard A. Edison 


TO OUR STOCKHOLDERS: 


We are pleased to report solid gains in sales and 
earnings for 1986 over the depressed 1985 results. 
Income from continuing operations rose 56.2 percent 
for the year. Sales gains were strongest in the first 
half of the year, diminishing in the second half but 
recovering solidly in the final three weeks of December. 

Sales from continuing operations were $904.2 

million for the 53 weeks ended January 3, 1987. 
This is an increase of 11.9 percent compared with 
sales of $808.3 million for the 52 weeks ended 
December 28, 1985. 

Income from continuing operations was $33.9 


Andrew E. Newman 


Julian |. Edison 


million or $3.36 per share, an increase of 56.2 
percent compared with $21.7 million or $2.14 per 
share for the previous year. 

Fourth quarter income from continuing opera- 
tions in 1986 was $17.6 million or $1.77 per share, 
an increase of 51.7 percent compared with $11.6 
million or $1.14 per share in the fourth quarter of 
1985. Fourth quarter sales increased 13.2 percent 
over the 1985 period. 

The 1986 year as a whole and the fourth quarter 
benefited from the inclusion of an additional week. 
With the comparable additional week included in the 





1985 figures, 1986 sales increased 9.7 percent for 
the year and 6.3 percent for the quarter. 

Income figures for both 1985 and 1986 include 
certain special transactions. Details can be found in 
the Financial Review on page 18. Excluding these 
transactions, income for 1986 increased 30.8 
percent over 1985. 

Improved results in 1986 and prospects for 
continued improvement in 1987 led the board of 
directors to increase the quarterly dividend on 
common stock from 40 cents to 45 cents, begin- 
ning with the dividend payable March 11, 1987. This 
marks the 18th increase in 23 years. 

Sales in the Edison Brothers Shoe Stores division 
were up during the first half of 1986 over 1985. 
During the second half, sales were only slightly ahead 
of those in the prior year. Operating income exclud- 
ing special transactions was up slightly over 1985. 

At the end of the year, the company acquired 
Sacha London, an 18-store chain of upscale, 
European-type women's fashion shoe stores in 
California. They will be operated as part of Edison 
Brothers Shoe Stores. 

After a moderate loss in 1985, Gussini recovered 
to show a profit in 1986. Comparable-store sales in 
this division were down, but improved somewhat in 
the fall. 

Sales and operating income achieved record levels 
in Edison Brothers Apparel Stores. Jeans West/ 
Oak Tree again had record sales and operating profit. 
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In 5-7-9 Shops, sales increased slightly, while operat- 
ing income rose to set a record. Fashion Conspiracy 
results again were disappointing; a decline in regular- 
price sales increased this chain's proportion of 
clearance and promotional business. Fashion 
Conspiracy operating losses were larger than those 
in 1985. Sales grew dramatically in the Joan Bari 
chain, which has changed its merchandise presen- 
tation from mostly handbags to a variety of fashion 
accessories. 

Early in 1987, the board of directors accepted our 
recommendation to elect Andrew E. Newman chair- 
man of the board and Martin K. Sneider president 
of the company. We will continue as full-time members 
of the company’s senior management team, with 
Julian Edison serving as chairman of the executive 
committee and Bernard Edison serving as chairman 
of the finance committee. These changes, which will 
become effective on April 27, 1987, are in accordance 
with a management transition plan of long standing. 

Andrew Newman started with Edison Brothers in 
1970 and is currently chairman of the shoe stores 
division. Martin Sneider joined Edison Brothers in 
1968 and is chairman of the apparel divisions. Both 
will retain these responsibilities. 

During 1986, Karl Michner was named president 
of Jeans West/Oak Tree. He had been general 
merchandise manager of that division. Peter Edison 
was named president of Chandlers. He had been 
marketing director for Edison Brothers Shoe Stores. 
Alan Miller was named president of 5-7-9 Shops. A 


please turn page 


former member of the Edison Brothers corporate 
development department, he had most recently been 
senior vice president and chief financial officer of 
Handyman Corporation, which was an Edison Brothers 
division until its spin-off in 1985. 

During 1986, Edison Brothers added 111 stores 
(including the 18 Sacha London stores) and closed 
71 stores, for a year-end total of 2,475 units in 
operation. In July, we opened our first four stores in 
New Hampshire, our 49th state. Our plans for 1987 
again call for about 100 new stores. 

Improved inventory management programs 
helped us reduce 1986 year-end inventories by 8.4 
percent compared with 1985 and by 17.4 percent 
compared with 1984. As aresult of this tight inventory 
control along with strong sales in the last three weeks, 
cash and marketable securities were at a record 
high of $80.4 million at year-end, compared with 
$47.7 million in 1985 and $27.2 million in 1984. 

Major remodeling programs in several chains 
already have resulted in significant sales gains. 
Remodelings represented $10.9 million of our total 
capital expenditures of $31.3 million in 1986. An even 
larger amount is planned in 1987 for this productive 
approach to update our appeal to our target customer 
groups. Over a several-year period, we also intend 
to spend $26 million to upgrade our computer 
systems for gathering and processing information. 

The new tax rates, when fully in place in 1988, will 
be very beneficial to the company. Net operating 
income, earnings per share, and return on net assets 
and equity will each increase about 17 percent over 
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what they would have been under the tax law in 
effect in 1986. This represents about 0.75 percent of 
sales and a gain of 3 points or more in return on 
stockholder equity. Cash flow will increase about 

9 percent. 

We were saddened by the death in February, 1987, 
of Edward J. Schnuck, a member of our board of 
directors since 1978. Mr. Schnuck was an outstanding 
and committed civic leader in St. Louis and a valued 
adviser for our company. 

The apparel divisions led the earnings recovery in 
1986 and are expecting another strong year in 
1987. The shoe stores division is beginning to see 
the effects of its reorganization and looks forward | 
to significantly improved results in 1987. For the 
company as a whole, we anticipate growth in sales 
and earnings for the coming year. 


Chairman of the Board 











President 


St. Louis, Missouri, February 23, 1987 








JOAN BARI 


OAK TREE 


JEANS WEST 






BAKERS/LEEDS 


STORE REMODELINGS: LOOKING TOWARD THE 1990's 


To be successful today, the fashion specialty merchant 
must offer the right merchandise in the right setting. 
With a vigorous program of store remodelings in 
every chain, Edison Brothers is refreshing its appeal 
to its target customer groups, who are, themselves, 


constantly changing their fashion preferences. As 
illustrated here, these new marketing approaches 
include changes in store environment, in logo design, 
in window presentation, in interior display, and in 
merchandise mix. 








THE WILD PAIR 


SHOE STORES 


EDISON BROTHERS SHOE STORES 


Sales for 1986 were up in Edison Brothers Shoe 
Stores, with most of the gains occurring in the first 
half. Increases slackened in the fall, but rebound- 
ed strongly in the final two weeks of the year. Operat- 
ing income in this division was up slightly in 1986 
over 1985. 

Markdowns were higher than usual because sales 
were lower than expected throughout most of the fall. 
Nevertheless, inventories were maintained at levels 
below those in 1985. 

The reorganization of Edison Brothers Shoe Stores 
along chain lines, which was initiated late in 1985, has 
been completed with the realignment of accessories 
buying functions. Heavy investment in more sophis- 
ticated information systems is continuing. 

The Wild Pair, with emphasis on young styling 
and quality leather footwear, enjoyed substantial sales 
gains throughout the year. Both the men’s and the 
women’s lines were extremely well received. Young 
fashion-forward men in particular were seeking the 
nontraditional shoes featured at The Wild Pair. This 
chain's continuing remodeling program has trans- 


BAKERS/LEEDS 


formed many of its stores from the natural look of 
wood and earth tones to a sleek, high-tech feeling. 

In Bakers/Leeds, Chandlers, Burts, and the leased 
shoe departments, sales grew moderately in the first 
half of the year, but declined in the fall. 

Bakers and Leeds marketing strategies include 
an array of new brands to define style groups and a 
series of lifestyle posters relating shoes to apparel 
fashions. The reorganization of buying responsi- 
bilities for casual and sport shoes will allow each 
merchandiser to concentrate on a smaller geogra- 
phic area. A contemporary storefront design and 
a more flexible window display plan are being 
expanded to more stores. 

Burts shifted its emphasis too strongly toward low 
prices and limited price points in 1986. New strategy | 
calls for more balanced emphasis on fashion and | 
price. The leased shoe departments, under the same 
management team as Burts, have taken over the shoe 
departments in six more Hess's stores in Virginia and 
will open four new Hess's departments in 1987. 

Chandlers is aggressively pursuing upscale 
fashion shoppers in 1987 with the addition of national | 
brand and exclusive Guy Laroche designer label 





GUSSINI 


BURTS 


shoes, and the introduction of belts, fashion jewelry, 
and sunglasses in some stores. A significantly new 
store design will be tried in several stores this year. 

Sacha London became part of Edison Brothers 
Shoe Stores at year-end. The 18 stores all are located 
in California. These small, attractive stores offer 
women's advanced fashion shoes in the $50 to $90 
range, with boots to about $150. Brian Lennard, 
founder of Sacha London, will continue to direct 
the chain’s merchandising. 

Edison Brothers Shoe Stores added 32 stores in 
1986 (including the 18 Sacha London stores) and 
closed 41 stores, for a year-end total of 1,164 units 
in operation. 


GUSSINI SHOE STORES 


Sales in Gussini fell short of expectations in 1986, 
but the division showed a small profit compared to 





CHANDLERS 


an operating loss in 1985. Strong sales in casual 
shoes were not enough to offset declines in sandals, 
boots, and dress shoes. 

Gussini expansion was slowed in 1986 to permit 
management to concentrate on strengthening the 
executive team and building up support systems. A 
new merchandise information system is in place, and 
automated merchandise distribution will be imple- 
mented this year. Expansion of the distribution center 
included installation of systems and equipment to 
expedite merchandise flow. 

This division added 24 stores and closed 15 in 
1986, ending the year with 239 in operation. 


Rising costs for leather footwear in world markets 
are exerting pressure On consumer prices in all 
Edison Brothers shoe chains. Prices are likely to rise 
slightly in most of the company’s shoe stores in 1987, 
although volume purchasing will help control any 
such increases. 


OAK TREE 





FASHION CONSPIRACY 


APPAREL STORES 


Edison Brothers Apparel Stores reached record 
levels in sales and operating income. Substantial 
sales gains in Jeans West/Oak Tree fueled a 
significant increase in operating income. 5-7-9 
Shops achieved record operating income in 1986 
and continued the sales growth of recent years. 
Fashion Conspiracy sales were about even with 
1985, but the division again experienced an operating 
loss. This division's Joan Bari stores showed 
extremely strong sales increases after their remodel- 
ing and transition to full-line accessories boutiques. 

Jeans West experienced exceptional regular- 
price selling. In past years, one or two items have 
led sales, but this year almost all categories elicited 





enthusiastic customer response in Jeans West. 
After a successful experiment, this chain has 
moved aggressively to convert many of its stores to 
the new JW format. This new name and store design 
will allow Jeans West to continue expanding its mer- 
chandise categories and broadening its appeal. 
Oak Tree recorded outstanding per-store sales. 
Oak Tree's customers, older and more sohisticated 
than those in Jeans West, were especially receptive to 
dressy coordinated separates and fashion sweaters. 
Oak Tree introduced an innovative store design 
intended to give Oak Tree's mall stores the feeling of a 
cosmopolitan urban boutique. The design also provides 
flexibility in display and merchandise presentation. 





JOAN BARI 
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JEANS WEST 


5-7-9 Shops continues to be a highly profitable 
operation. Comparable-store sales increased again 
in 1986. These stores continue to appeal strongly to 
small-size young Juniors, offering a complete ward- 
robe for this target group. Knits, sportswear groups, 
and glittery holiday fashions were strong-selling 
categories in 1986. 

Fashion Conspiracy regular-price sales were 
disappointing. This was due partly to general slug- 
gishness in junior apparel sales, but more specifically 
to off-target merchandising. Exceptionally high mark- 
downs, especially during the fall season, contributed 
to lower gross margins than those in the prior year. 
An updated store design in several locations has 
brought immediate sales gains. 


5-7-9 SHOPS 


Joan Bari produced an outstanding comparative 
sales increase in converted stores. During 1986 this 
chain was changed from handbag shops to full-line 
accessories boutiques carrying earrings, bracelets, 
necklaces, hair ornaments, hats, hosiery, socks, and 
handbags. Its potential for growth and earnings is 
excellent and has prompted an accelerated expan- 
sion strategy. 

During 1986, Jeans West opened 16 stores and 
closed 4. Oak Tree opened 21. 5-7-9 Shops opened 
21 and closed 2. Fashion Conspiracy opened 2 and 
closed 10. Joan Bari opened 4 and closed 4. At 
year-end there were 382 Jeans West, 137 Oak Tree, 
271 5-7-9 Shops, 243 Fashion Conspiracy, and 39 
Joan Bari stores in operation. 





CONSOLIDATED STATEMENTS OF INCOME 


1986 1985 1984 
(53 weeks) (52 weeks) (52 weeks) 


(In millions, except per share data) 


DRL SOS cn 2 herd mu nee teee eae Ge be Lae een eetes $904.2 $808.3 $785.9 
Cost of goods sold, occupancy and buying expenses ........ 595.6 539.1 515.1 
Store operating and administrative expenses ............. 254.6 228.8 222.4 
Interest expense (income), net (Note 1) .................. 6.3 3.9 GZ) 
Pension settlement gain (NOtE 7). wiccac.ss ace ac dee ensaws (14.7) 
Gain on sale of real estate, net of closing expenses ......... (1.6) (2.8) 
841.8 770.2 734.5 

Income from Continuing Operations before Income Taxes. .. . 62.4 38.1 51.4 
Provision for income taxes (Note 9) .................0.... 2000 16.4 23:3 
Income from Continuing Operations ..................... 33.9 2icy 28.1 
Income from discontinued operations (Note 2)............. 5.5 4.8 
PNG COME. -2.4.i654 ch ca poacohs dite cht has ok me es Saree es 3 33.9 $ 27.0 $ 32.9 
Per Common Share (Note 1): 

Income from Continuing Operations ................... $3.36 $ 2.14 $ 2/2 

PIGE INCOME gr he addin dive oe wad WEAR ate ee Rehan eens $ 3.36 $ 2.66 $ 3.19 


See notes to consolidated financial statements. 


STATISTICAL SUMMARY 


(In millions, except stores and per share data) 


1986/1976 
10 YEAR 
COMPARISON 1986 1985 1984 1983 1982 1981 1980 1979 1978 1977 1976 
Continuing Operations: 
+108% Stores end ofeach year........... 2,475 2,485 2,300 2,098 2,089 2,034 1,897 1,723 1,556 1,393 1,192 
+125% Netsales\..c.26 van keene hens. $904.2 $808.3 $785.9 $781.7 $715.6 $746.1 $659.9 $607.0 $571.4 $477.0 $402.2 
+ 44% INCOMEN Ae nats. Sees 228s tees 33.9 PATA 28.1 46.1 24.7 41:9), B8i3) sB7i0) <B8i7 = (B0I6ie 28'5 
+ 51% Totalttaxesin tts oecsaewee ote cette: 46.5 32.9 39.2 585 36.4 Sit t45efe “445i AStBy BC7e2e aeCOr7, 
+-1151,96 OtalaSSEIS aisen ais a sree ustenele ic 433.4 388.2 368.2 356.4 313.1 329.0 298.1 261.3 2499 2193 172.8 
+179% EOng-tenmide@bt savers <5 lower -cshe tas 66.1 66.7 TB:Om  2AB 2A 24:3) 2:2" 4283'5) [25:25 SO 7a3 re 2 Sus, 
Sra ll Kew Common stockholders’ equity. ..... 224.9 2159 211.55 2200 195.9 198.2 182.2 161.7 149.6 127.7 105.7 
Return on common 
— 3576 stockholders’ equity ............ 15.4% 10.2% 13.0% 22.2% 12.5% 22.0% 22.3% 23.8% 27.9% 26.2% 23.7% 
Including Discontinued Operations: 
+ 19% NeGINCOMCxaaienae at canusie reine $33.9 $27.0 $329 $489 $23.2 $43.7 $425 $444 $457 $36.1 $286 
+138% Common stock dividends ......... 16.2 16.3 164 160 416.0 15.6 15.2 146 11.6 9.2 6.8 
+ 79% slotal.assetsieyn war mee seein eee 433.4 388.2 473.0 489.1 435.0 4446 412.0 360.8 333.8 2922 241.8 
Weighted average common 
= 1159 Sharesiolitstandingic).. -425 4.0608 10.1 10.1 10.3 10.8 1b V13 115 eS 11.6 11.8 11.9 
Per Common Share: 
+ 71% Income from continuing operations. $3.36 $2.14 $2.72 $425 $222 $369 $3.32 $3.20 $3.33 $2.58 $1.96 
+ 79% dlotalitaxesis ca nsapeataev ahscree eet 4.61 3.24 3'80°. 5:40 3:28 4:56-' 3:97 > A386." F420" Chie nor 
+181% Common stock dividends ......... 1.60 1.60 1.60 1.48 1.44 1.38 Roe 1.27 1.00 TU bY, 
Common stockholders’ equity 
+155% in continuing operations ........ 22.61 21.27 2086 2056 18.09 17.56 15.83 14.09 12.90 1090 888 


+ 41% INGHINCOME? tenement nen ietne ener 3.36 2.66 3.19 451 2.09 3.84 368 384 393 3.04 2.39 





CONSOLIDATED BALANCE SHEETS 














ASSETS 1986 1985 
year-end year-end 
(In millions) 

Current Assets: 
Cash and short-term investments (Note 1) .................... $ 80.4 $ 47.7 
Merchandise inventories (Note 1)......... 0.000000. 000 eee eee 118.6 129.5 
OTHERCURFENTASSEIS? shai tide ee ce oe ee ocats oremhlareinoe 17.7 12.5 
Total Current Assets............0.0.0.0 000000. cee ee 216.7 189.7 
Property and Equipment, net (Notes 1 and3).................... 173.6 173.4 
Prepaid Pension Expense (Note 7) .........................22.. 20.7 1.8 
OUMeRASSEtS es Bo ankees 20d edi deta ed ct woe Reed Bets 22.4 23.3 
$433.4 $388.2 














UABILITIES AND COMMON STOCKHOLDERS’ EQUITY 


Current Liabilities: 


























ACCOUNTS Payable: tate + c.025 69 oo oes Oh Fa rdwe lasts deen $ 64.3 $ 54.9 
Pay Pon ali VaCAUON Gr Austr a meetin nena wena So She weil See ne 11.6 10.1 
OIMel SCSMEd BX DEMSES cures ig ad hoe oS Goa ei kao be o7 4.8 
income taxes (Notes 1 and’9)« <i cid ci ee oon wes Was Veen 5.2 2.3 
eh TaneS 5u oo Ai CA SS EG a Sb dele ndua eaace ae 12.7 10.5 
DIVIGE GS DAV AIS ins 55 8S iti GG EE do ee Rew WR eas tans Buses anne 4.0 4.1 
Current installments of long-term debt (Note 4) ................ a | 1.3 
Total Current Liabilities................00...0.0.0.... 105.6 88.0 
Long-lerm Debt.(Note 4) ccs ik hone ie ew ener eet ieewd en 66.1 66.7 
Deferred Income Taxes and Other Liabilities (Note9) ............. 36.8 17.6 
Common Stockholders’ Equity: 
Common stock, par value $1 (Note5)............... 0.0.00 0005 10.0 10.2 
Capital itt excess Of Par VAIN... ciediccwneeencd es baka mous cea wa 4 
Retained earnings (NOTE 4) 2... eck wun edd ease wee edaaveus 214.9 205.3 
Total Common Stockholders’ Equity ................... 224.9 215.9 
$433.4 $388.2 














See notes to consolidated financial statements. 





CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 





1986 1985 1984 
(53weeks) (52weeks) (52 weeks) 
(In millions) 
Cash Provided by Operations: 
Continuing operations: 
Net income from continuing operations ................. $33.9 $21.7 $28.1 
Depreciation and amortization (Note 3)................. 24.7 22.6 20.3 
Deferred incOMe taxeS....c i isis wici naan daun wewekw ews 18.9 LF 3.6 
Pension settlement gain (Note 7) ........ 0... 0... cee (14.7) 
RON As hotnsss we det itace love cnipaed oan ir Guasbuinaye techie ar aac ceiek ye 8 ee) 1.0 
63.6 46.3 53.0 
Discontinued operations (Note 2)....... 0.000.000. eee 8.3 8.6 
63.6 54.6 61.6 
Working Capital Sources (Uses): 
Merchandise INVeRtOrieS s..45405 400 ba ee oe ae ban Sh ORT RODS 10.9 14.0 (20.4) 
OLMEK CURKEMLASSOUS: 526 cto 5! earth a eon ecb aedd ont arar deat (5:2) 2.2 (1.4) 
Accounts payable, accrued expenses, and other liabilities. . 14.7 (4.2) 5.6 
INCOME TAXCS DAVADIE coco wea eo sSs bee hie PR ee we oa eS 2.9 (1.0) (14.8) 
Handyman working capital oo... cad cae ck ee eee ea ee eee 14.0 16.5 
23.3 25.0 (14.5) 
Fixed Asset Sources (Uses): 
Expenditures for property and equipment................. (31:3) (39.0) (52.7) 
Noncurrent assets included in acquisitions................ (5.4) (1.7) (13.9) 
Book value of property and equipment disposals ........... r3 3.9 1.8 
Book value of Handyman property and equipment disposals. . 2.8 15,5 
MIO sciie bed Gnd Steg we Saale beds. och hte lar chet id as gah Riese A aaa SA Ba 3.0 (1.8) (4.1) 
(26.4) (35.8) (53.4) 
Financial Sources (Uses): 
Proceeds from issuance of long-term debt................. 50.0 
COMMON STOCK GIVIGENOS... «2s 555 6s dae Wo ee Saw (16.2) (16.3) (16.4) 
Purchase Of treasury SlOCK su c5 le x 6. da ewes awe Wea’ (9.4) (21.7) 
Working capital used by or distributed to Handyman ........ (56.3) (4.7) 
REN aa Sn ori is aioe oe rw Rhea wean eked Gare Mia easel wales (2.2) LNA) (2.8) 
(278) (23.3) (45.6) 
Cash Provided (Used) s. cosas. cca cs eeu nceed cma ceeetanvws Sa7 20.5 (51.9) 
Beginning cash and short-term investments................. 47.7 abe 79.1 
Ending Cash and Short-Term Investments .................. $80.4 $47.7 $27.2 


See notes to consolidated financial statements, 
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CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS COUT Y 


Capital in 
excess of 
par value 


Common 
stock 


(Dollars in millions 


Balance at beginning of L984 $10.7 


Net income, 
Stock options exercised 

8,644 shares (Note 5) $ .2 
Stock bonus distributions 

9,329 shares (Note 5) 3 
Redeemable preferred stock purchased 

3,999 shares +d 
Common stock purchased — 581,313 shares (.6) (6) 
Common stock dividends — $1.60 per share 
Intercompany dividends and changes in 

interest-tree intercompany accounts 


Balance at End of 1984 10.1 O 


Net income 
Stock options exercised 

7,157 shares (Note 5) 2 
Stock bonus distributions 

8,097 shares (Note 5) 
Common stock dividends — $1.60 per share 
Changes in interest-free intercompany accounts 
Distribution of Handyman Corporation 


Balance at End of 1985 10.2 A 


Net income , 
Stock options exercised 

28,079 shares (Note 5) A 
Stock bonus distributions 

8,421 shares (Note 5) ; 
Common stock purchased — 241,000 shares (2) 
Common stock dividends — $1.60 per share 


Balance at End of 1986 $10.0 6) 








See notes to consolidated finaneial statements, 





Retained 
earnings of 
continuing 
operations 


(Note 4) 


$PO9X 3 


281 


(16,3) 
(1,5) 


205.3 


33.9 


(8,1) 
(16,2) 


$214.9 


Equity in 


Handyman 


(Note 2) 


except per share data) 


$OO.O 


AS 


I 
(77.9) 
0] 





— 


w 


> 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Fiscal Year—The company’s fiscal year ends on the Saturday closest to December 31. References to 1986 are to the 53 weeks 
ended January 3, 1987. References to 1985 and 1984 are to the 52 weeks ended December 28, 1985, and December 29, 1984. 
Consolidation —The financial statements include the accounts of all subsidiaries; intercompany accounts and transactions have 
been eliminated. 

Short-term investments are stated at the lower of cost or market. 

Inventories —A portion of the inventories (59%) is stated at the lower of cost, principally average cost, or market, based 
principally on anticipated realizable values. The other portion (41%) is determined using the retail method and is based on the 
lower of cost, principally first-in first-out, or market. 

Depreciation and amortization of property and equipment are computed on the straight-line basis. 

Interest Expense —For 1986, 1985, and 1984, respectively, interest expense has been reduced by (1) interest capitalized as a cost 
of the new corporate headquarters building of none, $1.6, and $2.2 million and (2) interest income of $2.2, $.9, and $1.3 million. 
Preopening Expenses — Store preopening expenses are charged against income as incurred. 


Income Per Share —Net income per common share is based on the weighted average number of shares outstanding (10,095,000 in 
1986, 10,145,000 in 1985, and 10,305,000 in 1984). Shares issuable under the stock option and stock bonus plans did not have 
a material dilutive effect on earnings per share. 


Reclassifications —Certain prior year items have been reclassified to conform to the current year presentation. 


. HANDYMAN SPIN-OFF—Handyman, formerly a wholly-owned subsidiary, was spun off in 1985 and its results have been 


segregated from continuing operations. Handyman sales were $113.5 and $268.8 million and income taxes were $3.5 and 
$2.6 million for 1985 and 1984, respectively. The company has guaranteed Handyman lease obligations with a present value 
of $29.5 million. Management believes these obligations are secured by the value of the leases. 








. PROPERTY AND EQUIPMENT Cost (In millions) 

Estimated 1986 1985 
life in years year-end year-end 
Pandhapem Motes eget. Sect iee e $ 46 $ 46 
BuGINgS) ate 6. cee Sense 50 50.2 50.9 
Leasehold improvements .......... 10-15 134.4 124.4 
Fixtures and equipment ........... 5-10 Tipe 80.6 

Property held under capital leases, 

principally buildings ............ 20-50 13.0 13.0 
279.4 29365 
Accumulated depreciation.......... (105.8) (100.1) 


Depreciation and amortization expense for 1986, 1985, and 1984 was $24.7, $22.6, and $20.3 million, respectively. 








FINANCING ARRANGEMENTS (In millions) Interest 1986 1985 
Rate Maturities year-end year-end 
Mortgage secured by building with 
book value of $51.1 million......... 11.85% 1990-2005 $50.0 $50.0 
Promissory note, maturing serially ..... 8.63% 1987-1991 3.7 4.6 
Capital lease obligations............. 10.3 10.5 
Otheriobligations’ Aeic sete: cian. soe rn. 7a 1.6 
ONG=tenMmide Die cesta re eee cic. $66.1 $66.7 


Future maturities of long-term debt (in millions) are $2.1, 1987; $1.4, 1988; $1.4, 1989: $3.0, 1990; and $4.6, 1991. Future 
interest payments on capital lease obligations are $10.1 million at year-end 1986. The company’s financing agreements contain 
certain restrictions, including limitations on dividend payments and the company’s acquisition of its capital stock. At year-end 
1986 and 1985, respectively, retained earnings of $24.6 and $21.3 million were free of the most restrictive of these limitations. 

At year-end 1986, the company has a $30.0 million revolving credit agreement which expires in 1989. 


The company has entered into a $50 million interest rate swap agreement expiring in 1990. At year-end 1986, the company’s 
fixed interest rate receivable was 1.48% greater than the variable interest rate payable. 








5. COMMON STOCK 1986 year-end 1985 year-end 
| 
| 

















Shares: 
Issued (30,000,000 authorized) ..... 13,624,635 13,588,135 
Less heldintreasury............. 3,679,369 3,435,996 
OMISEMNGIINY Hyicde cose we hohe 9,945,266 10,152,139 
Stockholders of record.............. 4,600 4,600 


The 1986 Stock Option Plan authorizes the sale of 750,000 common shares to executives, including store managers. With 
adoption of the 1986 Plan, no additional options will be granted under the 1982 Incentive Stock Option Plan. Activity under 
these plans is as follows: 





























1986 1985 1984 
Number of Option price Number of Option price Number of Option price 
shares per share shares per share shares per share 

Outstanding at beginning of year ........ 449 740 $19.01 —36.32 380,716 $23.13—44.19 334,350 $23.13—44.19 
Grantediettenececss entere ke ee ae 119,952 32.15—40.69 141,188 19.01 —36.32 102,000 34.75 
EXEICIS@UW mut tres eet ane brit a nt hee (28,079) 19.01 —36.32 (7,157) 19.01—23.13 (8,644) 23.13 
Gancelediee i acy tree ise. cote Sinar was (61,723) 19.01—40.69 (65,007) 19.01—44.19 (46,990) 23.13—44.19 
Outstanding atendofyear ............ 479,890 19.01 —40.69 449,740 19.01 —36.32 380,716 23.13—44.19 
Shares exercisable atend ofyear........ 59,486 39,483 17,716 




















At the time of the Handyman spin-off, option prices and shares were adjusted so that the benefit to each optionee did not change. 
The increase in option shares resulting from the spin-off was 70,788, which is included in 1985 grants. Cancellations in 1985 
include 39,483 option shares held by Handyman employees who received replacement grants from the Handyman stock option plan. 


Under the 1975 Stock Bonus Plan, as amended in 1980, 1,500,000 shares of common stock may be issued to executives, 
including store managers. At year-end 1986, 20,000 shares were issuable and 343,295 shares had been issued. Base prices 
ranged from 84% to 85% of market value at grant dates and averaged $27.69 at year-end 1986. Base prices and units have 
been adjusted for the Handyman spin-off. The expense for this plan, which varies according to changes in the market price of 
the company’s common stock, was $700,000 in 1986, $300,000 in 1985, and none in 1984. 


. LEASES — Most operations are conducted in leased premises. For 1986, 1985, and 1984, respectively, minimum rentals for operating 


leases were $71.5, $64.1, and $55.9 million; additional percentage rentals based on sales were $6.6, $5.2, and $6.1 million. 
Most leases also require the payment of common area expenses and real estate taxes. 


Future minimum lease payments required under operating leases at year-end 1986 (in millions) are $69.0, 1987; $67.1, 1988; 
$63.0, 1989; $58.8, 1990; $54.3, 1991; and $494.1, total. Future minimum lease payments have not been reduced by minimum 
sublease rentals of $4.8 million due in the future under noncancellable subleases. 


. PENSION PLAN —A pension plan covers employees who have met age and service eligibility requirements. Benefits under the plan 


are based on each employee's highest average compensation for any 5 consecutive full calendar years out of the last 15 years of 
credited service preceding separation. The company’s policy is to fund at least the minimum amount required by funding standards. 


The company adopted Financial Accounting Standards No. 87 in 1985. In accordance with current accounting principles, a portion 
of the retirement plan’s excess asset valuation is recognized as income although no plan assets or cash reverts to the company. 
Net income for 1986 includes an after-tax gain of $7.4 million or $.73 per share resulting from the purchase by the company’s 
pension trust of annuity contracts for retirees and other vested former employees as of year-end 1985. The adoption of FAS No. 87 
had the effect of increasing income from continuing operations and net income for 1985 by $2.0 million or $.20 per share. 


The plan’s funded status is as follows (in millions): 1986 1985 
year-end —_ year-end 








Actuarial present value of accumulated plan benefits, 








including vested benefits of $25.9 and $42.2 ............0.0..0... $29.3 $44.4 
Net assets available for benefits, primarily fixed 

income and equity securities at market value...................... $76.6 $86.0 
Actuarial present value of projected future benefits .................. (37.9) (52.9) 
Plan assets greater than projected future benefits ................... $38.7 $33.1 
Net assets as a percentage of: 

Present value of accumulated plan benefis....................... 261% 194% 

Present value of projected future benefits........................ 202% 163% 














Net pension income for 1986 and 1985, respectively, of $2.3 and $1.8 million consisted of current-year actual return on assets, 
$13.8 and $18.1; less net gains deferred to future periods, $7.1 and $11.9; plus partial recognition of prior-period net gains, $1.6 
and $1.8; less cost of current-year employee services, $1.5 and $1.8; less interest cost on projected future benefits, $4.5 and $4.4. 
Net pension expense for 1984 was $3.0 million. 


In determining the actuarial present value of projected future benefits for 1986 and 1985, respectively, the weighted-average 
discount rate is 8.5% and 9.0%, and the rate of increase in future compensation levels is 5.3% and 6.0%. The assumed rate 
of return on assets is 9.0% in both years. 


The accounting for plan assets greater than projected future benefits is as follows (in millions): 


1986 1985 
year-end year-end 








Plan assets not recognized in the company’s balance sheet, 
principally resulting from market value gains: 


L984 anal DMOM s wt cee ae etn ros uoraioeih.Os Wicuery sual tes Me uebre ene $10.3 $19.4 
SinC@O8S: aie Saas Mewetne carina uote It. saa ee nara... ta ene: 10.2 11.9 
Pension prepayment recognized in the company’s balance sheet......... 20.7 1.8 
Unrecognized! prioySenviGeiGOSty ss een aye ema (2.5) 
Plan assets greater than projected future benefits ................... $38.7 $33.1 


8. EMPLOYEE INSURANCE BENEFITS —The company at its discretion provides medical, dental, and life insurance coverage for its 
employees. Medical and life insurance expenses were $9.5 million in 1986 and $5.8 million in both 1985 and 1984. Dental 
expenses were $400,000 in 1986, $500,000 in 1985, and $400,000 in 1984. The company recognizes the cost of these plans 
as Claims and premiums are incurred. 

Medical and life insurance benefits are also provided for those employees (and their survivors) who retire with at least 15 years 
of credited service under the pension plan. As of year-end 1986, 6,518 employees and 622 retirees and survivors participated 
in the medical and life insurance plan. Records separating benefit costs for retirees and survivors from employee participants 
are not maintained. 

Payroll taxes paid by the company primarily for social security and unemployment compensation totaled $14.9 million in 
1986, $13.6 million in 1985, and $13.5 million in 1984. 





9. INCOME TAXES 1986 1985 1984 
Reconciliation of federal statutory rates to effective income tax rates: 
Federalicorporaterstatutonyirate: se. «cnc. ais ou elie oa 6 ot oy 46.0% 46.0% 46.0% 
Increase (decrease) in taxes resulting from: 
State and local income taxes, net of federal income tax benefit... .. . 3.4 43 3.6 
InveStmenttax:creditSinpscges scan sera onsen sir nice neny cee canes (4.7) (3.1) 
Apprectated=property' donation! =... .ba-cG4 scan beats a eeonee oale (2.7) 
MISCEIANGOUSHTEMS sr cntacussn tt eranuml cuemicuck matencastincin sarees (1.1) (2.6) (1.2) 
ActualttaxiexpenS@ra. saccs tia koe Graticnm utara sine een nsonie eee 45.6% 43.0% 45.3% 











Components of deferred income tax expense (in millions): 


























Acceleratedidenrectation) 5.4 smc sek a aetee oda Garena oe $ 5.0 $ 3.7 $1.9 
IEDAVMENISILOMUSIS! case reeeene, + <)uee susie ss satemetors! clr noise sear atisar (.3) 45 (1.6) 
RENSIONINGOMCM: sais ens th auc ace saree ees Sern Mca 9.0 9 
OTHE ts: <P See cc chairs oe ey a aR we Da gy 12 15 1) 
Deferrediincomeitaxtexnense: = ata aurom epee aes <a es $14.9 $10.6 San 
Investment tax credits (in millions; flow-through accounting method) .... $1.8 $1.6 
10. BUSINESS SEGMENTS (In millions) apace eneicinte 
Operating profit Special transactions special transactions Net sales 
1986 1985 1984 1986 1985 1984 1986 1985 1984 1986 1985 1984 
FOOtWEalirs toetete exer. aeee $43.0 $21.1 $26.1 $11.7 $(.4) $31.3 $21.5 $26.1 $569.9 $527.7 $513.8 
Apparels s cmcase cnsvs aed ness 35:2 26:6), 3010 (1) 5 $28 35.3 26.1 27.2 334.3 280.6 272.1 
78.2 9 47.7 56.1 $11.6 $21 $2.8 $66.6 $47.6 $53.3 $904.2 $808.3 $785.9 
Interest expense.......... (8.5) (4.8) 11 S=— SS ES ELS SS 
Corporate expense ........ (7.3) “(438 (3.6) 
Income from continuing 
operations before 
income taxes .......... $62.4 $38.1 $51.4 
Depreciation Expenditures for 
Identifiable assets Retail operating assets and amortization property and equipment 
1986 1985 1984 1986 1985 1984 1986 1985 1984 1986 1985 1984 
ROOtWCdlon asia on eesctn cis $303.2 $266.9 $259.6 $247.9 $226.4 $222.5 $14.0 $13.7 $12.2 $12.3 $22.7 $35.6 
AD Daleltecs hes che cues 130.2 121.3 108.6 100.9 900 78.2 10.7 8.9 8.1 20.1 16.7 19.9 
; , : 433.4 388.2 368.2 348.8 3164 300.7 $247 $22.6 $20.3 $32.4 $39.4 $55.5 
Discontinued operations .. . . 104.8 65S SS IS ISS 





$433.4 $388.2 $473.0 $348.8 $316.4 $365.2 





Special transactions consist primarily of pretax gains from pension settlement and real estate sales. Adoption of FAS No. 87 in 1985 reduced pension 
expense and increased operating profit by $3.5 and $.5 million for footwear and apparel, respectively. Retail operating assets consist primarily of 
current assets, leasehold improvements, and fixtures and equipment. 
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REPORT OF ERNST & WHINNEY, INDEPENDENT AUDITORS 


Stockholders and Board of Directors 
Edison Brothers Stores, Inc. 
St. Louis, Missouri 


We have examined the consolidated balance sheets of Edison Brothers Stores, Inc. and subsidiaries as of January 3, 1987, and 
December 28, 1985, and the related consolidated statements of income, common stockholders’ equity, and changes in financial 
position for each of the three years in the period ended January 3, 1987. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements referred to above present fairly the consolidated financial position of Edison Brothers 
Stores, Inc. and subsidiaries at January 3, 1987, and December 28, 1985, and the consolidated results of their operations 
and changes in their financial position for each of the three years in the period ended January 3, 1987, in conformity with 
generally accepted accounting principles applied on a consistent basis except for the change, with which we concur, in the method 
of computing pension expense as described in Note 7 to the consolidated financial statements. 


eee vx Wier 
St. Louis, Missouri 


February 23, 1987 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL INFORMATION 


Management is responsible for the integrity and objectivity of the financial statements and other information included in this 
annual report. The financial statements have been prepared in conformity with generally accepted accounting principles. Infor- 
mation that is not subject to objective determination has been developed based upon management's best judgment. 


The company maintains accounting systems that management believes are sufficient to provide reasonable assurance of reliable 
financial statements and to maintain accountability for assets. These systems are supported by careful selection and training 
of qualified personnel. The extent of internal accounting controls implemented must be related to the benefits derived, and the 
balancing of the cost of controls to the benefits derived requires management's estimates and judgments. The system is tested 
and reviewed by independent certified public accountants and internal auditors. 


The Board of Directors has established an Audit Committee, which is comprised totally of members of the board who are not 
employees of the company. The committee meets with the independent auditors, internal auditors, and representatives of manage- 
ment to discuss auditing and financial reporting matters. Both the independent auditors and the company’s own internal auditors 
meet with the Audit Committee, with and without management representatives present, to discuss the scope and results of their 
examinations, the quality of financial reporting, and the propriety of management's conduct of the business. 


Management is committed to conducting its business affairs in accordance with the highest ethical standards and in conformity 
with the law. 
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FINANCIAL REVIEW 























FINANCIAL CONDITION —Cash and short-term investments increased substantially to $80.4 million at year-end 1986 from $47.7 
million the prior year and $27.2 million at the end of 1984. Capital expenditures in 1986 totaled $31.3 million, and dividends 
declared were $16.2 million. 


Although both sales and the number of stores have increased, tight inventory controls resulted in a decrease in merchandise 
inventories to $118.6 million at year-end 1986 from $129.5 million at year- -end 1985 and $143.5 million at year-end 1984. Inventories 
are in balance with current and expected sales. 


We consider working capital to be adequate for normal business growth and for foreseeable contingencies. Seasonal changes in working 
capital requirements generally are financed through short-term borrowing. A $30.0 million revolving credit agreement which expires 
in October 1989 was in effect at year-end. 


OPERATING RESULTS —At year-end 1986, the company was operating 2,475 stores, an increase of 40 over the prior year. 


Sales increased 11.9% in 1986 and 2.9% in 1985. Income from continuing operations increased 56.2% in 1986 following a 22.8% 
decline in 1985. The stronger sales growth in 1986 resulted in significantly improved income in both the footwear and apparel segments. 


Income from continuing operations includes the following special transactions affecting comparability between the years (after-tax, 
in millions): 
1986 1985 1984 


Settlement gain resulting from purchase by the pension trust of 


annuity contracts covedng retirees and other vested formeremployees.. $7.4 
Tax benefit from donation of appreciated property ................ Le 
Loss of investment tax credits as a result of Tax Reform Act.......... (1.5) 
Pension See in excess of amount determined in accordance with 

Financial Accounting Standard No. 87 adoptedin1985............ $(2.0) 
Gainfonisalefofirealiestatevarwmvcennes cen eimai ace wena 4 $1.1 1.9 
PAT Ul RR SR oe PR a ee ae et Oo Sein an Fas (1.7) (.8) 


Edison Brothers now employs 17,000 people, including regular and part-time, on a seasonal average basis. Salaries and wages 
in 1986, 1985, and 1984, respectively, were $164.9, $151.1, and $146.9 million. 


INCOME TAXES —The principal change of the Tax Reform Act of 1986 will be to reduce the current federal 46% tax rate to 40% in 
1987 and 34% in 1988. The estimated impact of the new tax law based on 1986 results is as follows (in millions): 


Pre-1986 1986after 1987 after 1988 after 
tax law tax reform tax reform tax reform 





Actual net income for 1986............. $33.9 $33.9 $33.9 $33.9 
Loss of investment tax credit........... 1.5 

Changeiinitaxirates’ snus nea eee naers aha 6.6 
Proformanetincome................ $35. $33.9 $37.2 $40.5 


In addition to changes resulting from the new tax law, the Financial Accounting Standards Board is considering changes in accounting 
for deferred taxes. The principal change would be recognition of income or expense when tax rates change. If issued as presently 
drafted, the new accounting standard would result in a one-time gain in net income of approximately $5.0 million in 1987. 


IMPACT OF DEPRECIATING VALUE OF THE CURRENCY, COMMONLY REFERRED TO AS “INFLATION” —We are delighted that the 
Financial Accounting Standards Board has withdrawn its requirement for experimental quantitative disclosures related to “inflation.” 
We believe the effects of inflation are nearly impossible to quantify for our business. Therefore, we welcome the opportunity to 
discuss the various aspects of inflation’s impact on our company rather than continuing the inappropriate numerical disclosures 
previously required. 


Generally, high or increasing inflation benefits the company. Fashion merchandise is less price sensitive than many other con- 
sumer purchases. In periods of rapid inflation, our selling prices and margins have increased faster than rents, interest, and 
other relatively fixed expenses. By contrast, during the past several years when inflation has moderated substantially, the selling 
prices of our merchandise have remained substantially unchanged, which has adversely affected our results. 

Inflation is only one of the many external factors affecting the company’s business. Its impact is usually overshadowed by fashion 
trends, by competition, and by the customers’ changing spending patterns and economic well-being. 


Inflation has little impact on our balance sheet. Our inventories turn over frequently, and our operations are conducted primarily 
in leased premises. 
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QUARTERLY INFORMATION (In millions, except per share data) 


Quarter 
Ist 2nd 3rd Ath Fiscal 
(16 weeks) (10 weeks) (13 weeks) (14/13 weeks) Year 
1986 1985 1986 1985 1986 1985 1986 1985 1986 1985 
Netisalesisutamve teres nicismscen cutee imac $244.7 $214.8 $163.6 $147.7 $216.8 $199.2 $279.1 $246.6 $904.2 $808.3 
Costlatisalastmesectucecnccomn stteiicras an 158.8 144.0 107.8 100.1 140;5) 12975 187,55 > 65:5 595.6 539.1 
Income from continuing operations........ 47 1.9 4.5 17 7.1 6.5 17.6 le 33.9 21.7 
NetincOmel na ceeweris. cack escent nits 4.7 4.6 4.5 4.3 fA 6.5 17.6 11.6 33.9 27.0 
Earnings per share: 
Continuing operations............... A6 19 A4 17 10 64 1.77 1.14 3.36 2.14 
NetlincOMmesserttes. koran ute aes 46 46 44 42 10 64 1.77 1.14 3.36 2.66 
Actual common stock market price: 
(DNR oth.t Rha Ores. ae ree 38.63 37.50 43.75 37.63 43.25 38.25 39.00 34.38 43.75 38.25 
LOWER MR eee re. Aerci masa di iinsepee sateen aE TS 32.50 31.50 36.50 34.13 36.50 31.00 33.00 31.38 32/50) 3100 
Pro forma common stock market price 
(adjusted for Handyman spin-off): 
(OLE tig etnias a apenas 38.63 30.41 43.75 30.52 ASVZ0) ee S2ch0 39.00 34.38 43.75 34.38 
OW Ree eRe iioWe. chats caer e-ohen 82:50) 26100 36.50 27.68 36.50 30.51 33.00 31.38 O2,50) meebi5o 
Dividends percommonshare............ 40 40 40 A0 40 40 40 40 1.60 1.60 
Results include net after-tax gains (losses) 
from pension settlement, real estate sales, 
and other special transactions which affect 
the comparability between periods, as follows: 
Continuing operations............... (.3) Neal 6.2 (.8) 5.9 73 
NetincGomeie as cuwhorstcr antes wan inaces 2.6 1.3 (.3) Nak 6.2 (.8) 5.9 4.2 


The company's first quarter contains 16 weeks so as to include consistently the effect of Easter sales in that quarter. 


Pro forma common stock market price (adjusted for Handyman spin-off) is 81.1% of the actual common stock market price through July 1, 1985. This 
percentage represents the relationship of the Edison Brothers market value to the combined Edison Brothers and Handyman market value on July 2, 1985, 


which was the first day both stocks traded separately. 





Transfer Agent: Mellon Securities Trust Company, New York, NY 10271 


Edison Brothers Stores, Inc. common shares are listed on the New York Stock Exchange. 


Registrar: The Chase Manhattan Bank, New York, NY 10015 
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